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THAILAND - KEY ECONOMIC INDICATORS 


All value in U.S.$ million and represent 

period averages unless otherwise indicated 
U.S. = 23.64(1984) 

Exchange Rate: U.S. = 27.14(1985) 1986¢ 
U.S. = 26.27(1986) 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices 40,189 
GNP at Constant (1972) Prices 137125 13,902 
Per Capita GNP, Current Prices (U.S.$) 798 763 
Gross Fix Capital Formation at Current Prices 9,678 8,875 
Personal Income 32,360 32,198 
Indices: (1972=100) 
Agricultural Production* 
Rice (Paddy) 158.8 155.9 
Maize 342.2 SL7.9 
Sugar cane 373.29 380.3 
Tapioca 439.8 368.3 
Labor Force (in thousands) 26,380 27,910 
Unemployment Rate (%)** 5.1 6.8 


MONEY AND PRICES 
Money Supply 3,948 3,320 4,092 
Interest Rates Commercial Bank Prime 16.90 16.04 13551 
Indices: 
Wholesale Price(1976=100) 169.1 169.0 168.4 
Consumer Price (1976=100) 189.5 194.0 197.8 


BALANCE OF PAYMENTS AND TRADE 
Gold and Foreign Exchange Reserves 1,695 2,798 4,259 
External Public Debt 7,633 9,478 nea. 
Annual Debt Service (Total) 2,033 2,189 nea. 
Balance of Payments 448 459 L278 
Balance of Trade 2,951 2,130 - 829 
Total Exports, FOB 7,413 7,124 8,773 
Exports to U.S. Lj27T3 1,401 1,553 
Total Imports, CIF 10,370 9,255 9,602 
Imports from U.S. 1,382 1,048 L293 


Main Imports from U.S.: (1985) (Mill.$): Machinery, Mechanical Appliances and 
Parts (144.0), Electrical Machinery (172.1), Chemical and Chemical Products (77.5), 
Plastics (45.7), Cotton (47.0), Scientific instruments (32.1), Iron and Steel 
(37.4), Tobacco leaf (50.3), Fish (32.7) and Cereals (18.3) 


FOOTNOTES: e - estimate 
* - calendar year 
** - Includes available but not looking for work. 
NOTE: To avoid discrepancy due to different rates of exchange for 1985 and 1986 
percent change for 86/85 were not presented in some categories. Trade data was 


taken from Thai sources and differs in concept and therefore result from U.S. 
source data. 


SOURCES: National Economic and Social Development Board; Bank of Thailand; 
Business Economic Department. 
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Summary 


Excellent growth in manufactured exports and a $1 billion savings on 
its bill for imported petroleum helped the Thai current account to 
its first surplus in more than a decade. The 40 billion baht 
(approximately $1.5 billion) swing from deficit to surplus on 
current account has encouraged a revival of business confidence and 
has created the basis for improved economic growth performance in 
1987 and beyond. 


Economic growth in 1986 was something less than four percent, and 
there are reports that the four percent growth reported in 1985 will 
be revised downwards to 3.2 percent. Thus, the 1985/86 "recession" 
was more severe than originally thought. Most observers anticipate 
a return to more acceptable economic growth of five percent in 

1987. Inflation is expected to stay low, at about three-four 
percent. 


Government fiscal and monetary policies have relaxed considerably. 
Interest rates are way down and the rate of increase in budget 
expenditure planned for fiscal 1987 is three times that for fiscal 
1986 (7.5 percent compared to 2.3 percent). Parliament has also 
approved a supplemental appropriation of 1.5 billion baht 

($57.7 million), specifically designed to stimulate economic 
activity. 


The economic growth that Thailand registered in 1986 was 
disproportionately the result of excellent performance in a large 
number of manufacturing industries for export. The domestic economy 
stagnated and certain business sectors, including banking, had a 
rough year. 


The excellent performance of manufacturing industries for export has 
begun a transformation of the Thai economy from an agricultural raw 
product producer and exporter to a light industry manufacturer and 
food processor for export. The enhanced export focus of the Thai 
economy, and Thailand's demonstrated international competitiveness 
in a wide range of relatively new and promising industries, has 
drawn increased attention to Thailand as a good place to invest. 


In addition, the sharp swing in Thailand's terms of trade last year 
has helped bring about significant improvement in Thai- 

land's savings rate. With investment also expected to recover from 
a decline in real terms during 1985 and 1986, two basic longer term 
concerns about the Thai economy--the rate of savings and 
investment--have shown recent improvement. There is a debate among 
local economists as to whether this improvement reflects any change 
in underlying trends. 
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All in all, the medium term outlook for the Thai economy is 
excellent, but continuing difficulties with revenue generation and 
the budget deficit remain as unresolved issues. 


External Sector Leads the Way 


A sharp swing in Thailand's current account from a 42 billion baht 
($1.62 billion) deficit in 1985 to a modest surplus of one billion 
baht ($38.5 million) in 1986 provided the most important impetus to 
overall economic activity during 1986. Exports grew by 19.3 percent 
to 228.8 billion baht ($8.8 billion). Imports fell by 1.7 percent 
to 249.1 billion baht ($9.6 billion). The trade deficit declined by 
67 percent from its 1986 level to 20.3 billion baht ($781 million). 
An increase in Thailand's “invisibles" surplus by 7.9 percent to 
21.3 billion baht ($820 million) caused the current account to swing 
into a modest surplus of one billion baht ($38.5 million). The 
"Swing" on current account was thus on the order of one and a half 
billion U.S. dollars. 


The turn around in current account is ascribable to two main 
factors: an approximately $1 billion savings on petroleum imports, 
and better than 20 percent growth in manufactured exports. 


The performance of manufactured exports was really the only bright 
aspect of the Thai economy during 1986. The other traditional 
components of GDP either stagnated (e.g., personal and government 
consumption expenditure), or actually declined (e.g., investment) in 
real terms. Import substitution industries such as auto assembly 
had an exceptionally poor year. Car sales declined 8.9 percent from 
a year earlier and truck sales were off 11.3 percent. Other 
industries with a focus on the domestic market (for example, a 
Thai-owned manufacturer of light household appliances) did so poorly 
that they required debt rescheduling. 


Business confidence continued under pressure for most of the year as 
the result of low domestic demand and resultant price cutting in 
retailing, sharply lower bank lending as one response to an increase 
in non-performing loans, and a depressed construction sector. The 
failure of one more bank (Siam City Bank) did nothing to improve 
business confidence. Overall economic growth in 1986 was probably 
less than four percent in real terms. Moreover, reports circulated 
among economists that the Thai GDP for 1985, which was reported at 
four percent real growth, would be revised downwards to 3.2 percent. 


Thus, the slowdown in growth during 1985 and 1986, universally 
referred to as a "recession" in Thailand, was much more severe than 
Originally thought. 





Traditional Manufacturing Industries for Export 
Perform Well--New Industries Emerge 


The excellent performance of such traditional stalwarts of 
Thailand's manufacturing sector as the textile industry (plus 

31 percent export growth), and the emergence of a number of 
relatively new export industries such as sports shoes, gems and 
jewelry, toys, and artificial flowers, to name just a few, represent 
a dramatic new development for the Thai economy. 


Almost without exception, the success of these industries results 
from Thailand's basic comparative advantage in easily trained, 
relatively inexpensive labor. However, competent government 
management of the economy, particularly monetary policy and the 
external value of the baht; a dynamic entrepreneurial class, which 
is quick to learn and readily able to adjust production and target 
export markets in accordance with emerging opportunities; and the 
apparent fact that "Thailand's turn has come"; i.e., industries are 
migrating from more advanced developing countries to Thailand, also 
account for Thailand's success. 


The new crop of export industries has helped to provide jobs to both 
unskilled and skilled (e.g., gem cutters, integrated circuit 
assemblers) Thai workers. Management and sales opportunities for 
better educated Thai have also opened up in Thailand's very dynamic 
export sector. Nevertheless, job creation, especially for educated 
Thai, remains an issue for the Thai economy. 


Thailand Develops Valuable Skills for the Future 


As Thailand has emerged from its "recession" of the last two years 
on the coattails of its export industries, Thailand has learned 
crucial skills and has had a chance to demonstrate its competence in 
the use of these skills. Among these skills are: foreign currency 
debt management, worldwide export marketing, and perhaps most 
importantly, the ability to adapt quickly to changing international 
circumstances. 


The skills Thailand has learned during this period of trial for the 
economy have qualitatively changed Thailand. From a primary product 
producer and exporter, Thailand is quickly becoming an 
export-oriented light industry manufacturer and processed food 
exporter. Strength in export manufacturing has improved the balance 
of the Thai economy and augurs well for the future. 





Economic Policy Loosens Up as Foreign Currency 
Debt Recedes aS an Issue 


The dramatic improvement in Thailand's current account is not only 
an important development because of the impetus it gave to the 
economy last year and the fact that it has been associated with the 
emergence of a number of important export industries, but also 
because it opens up the possibility of continuing economic growth 
during the next few years. 


For at least the last three years, fear over the accumulation of 
excessive foreign currency debt caused Thai authorities to tighten 
monetary policy and at least put a certain amount of pressure on 
budget expenditure, as well. The result was lower economic growth 
than Thailand would normally have achieved. 


Monetary Policy. Monetary policy was very tight for most of the 
period following the devaluation. Lending interest rates in 
Thailand rarely fell below 17 percent and, on occasion, were even 
higher. Since inflation was uniformly low (2.4 percent), and 
actually declined towards the end of this period, real interest 
rates were very high indeed. 


Fiscal Policy. An effort was also made to tighten up fiscal 

policy. Planned budget expenditure increases fell from 8.5 percent 
in FY 1983/84 to 2.3 percent in FY 1985/86. However, actual 
expenditure increases failed to decelerate as quickly as planned 
(e.g., 9.8 percent actual increase between FY 84/85) and the budget 
deficit expanded throughout the period. As a result, observers have 
questioned whether fiscal policy can be said to have "tightened" 
during the period. Nevertheless, there was much talk of a tighter 
budget, and at least the later budgets drafted during this period 
were, in detail (e.g., less investment and development expenditure), 
not as expansive as earlier Thai budgets. 


The result of these generally "tight" economic policies was a sharp 
deterioration in the rate of economic growth in Thailand. Indeed, 

revisions of Thai GDP growth in 1985 are expected to show 

3.2 percent growth in that year, while figures for 1986, when they 

finally emerge, are likely to be less than four percent. 


While this might sound "not bad" for readers in developed countries 
more accustomed to lower rates of economic growth, the deceleration 
in the pace of Thai economic growth from 1984 (6.2 percent) to 1985 
(3.2 percent) was very sharp and caused considerable difficulties 
for Thai business and financial institutions. 





Moreover, as late as the end of 1985, continuing current account and 
debt difficulties and uncertain export prospects cast a pall over 
Thai economic prospects. Business confidence and investment 
activity, in particular, were very depressed. There was a general 
view that Thailand was in for more tough times as recently as the 
turn into 1986. 


The sharp drop in oil prices at the end of 1985 and the excellent 
performance of Thailand's export industries changed all that. With 
the emergence of a surplus in Thailand's current account, much of 
the pressure for tighter economic policies was relieved. Policies 
have in fact been relaxed. Current short term business lending 
rates, for example, are on the order of 12 percent, and borrowers 
with access to international markets can negotiate rates as low as 
seven percent. 


Planned budget expenditure for fiscal year 1987 is also up sharply 
from planned expenditure last FY (7.5 percent versus 2.3 percent). 
In addition, Parliament has approved a special 1.5 billion baht 
fund, over and above normal budget expenditures, conceived 
specifically as a stimulus to economic growth. 


Real economic growth is expected to respond to the relaxation in 
policies with an increase to at least the five percent level, and 
many economic observers are even more optimistic for 1987. 
Prospects for economic growth in the years beyond 1987 are also 
good, so long as oil prices stay down and the demand for Thai 
exports continues at about current levels, or better. 


While Thailand's debt service ratio (i.e., overall public/private 
sector) remains high, it fell in 1986 from 28.8 percent to 27.4 
percent, and is confidently expected to fall further (to about 

25 percent) in 1987. With the debt service ratio on a downward 
path, oil prices likely to be below recent highs for the next 
several years, and Thailand's exports booming, foreign currency debt 
has receded as an issue of immediate concern in Thailand. 


Macro Policy Debate: Have Terms of Trade Difficulties 
been the the Only Problem Facing the Thai Economy? 


With the decline in imported oil prices last year and the increase 
in its manufactured exports, Thailand enjoyed a positive shift in 
its terms of trade in 1986 for the first time since 1983. 

Thailand's savings rate, expressed as a percentage of gross domestic 
product (GDS/GDP) also rose to its highest level in the 1980s 
(around 20 percent) last year. 
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The prospects for increased investment, both from foreign and 
domestic sources, are also bright. The economic pessimism which 
depressed investment seems to be receding, as prospects for 
export-led growth improve. Japanese investors are widely reported 
to be looking at Thailand as a place to invest for export. Japan's 
interest in investing in Thailand is reported to be one response to 
Japan's loss of competitiveness from the much-strengthened yen. 


Thus, savings and investment, two of the most basic "structural 
economic problems" over which economists have expressed concern in 
Thailand, will be registering solid improvement. 


Since improvement in the domestic savings rate and the rate of 
investment seem both to be related to the improvement in Thailand's 
terms of trade, some leading Thai economists are arguing that the 
only thing that ever was wrong with the Thai economy was the 
deteriorating terms of trade it faced, beginning in the mid-1970s 
and continuing right up until 1985. 


With the current improvement in Thailand's terms of trade likely to 
be maintained for at least as long as oil prices stay low, these 
economists are very optimistic about Thai economic prospects. They 
also note that Thailand has locked in at least some positive shift 
in its terms of trade, no matter what happens to oil prices, by 
increasing its share of "non-traditional" (i.e., largely 


manufactured) exports in total exports. In the ten years between 
1977 and 1986, the share of Thailand's "big seven" commodity exports 
in total exports has fallen from 61.5 percent to 33.7 percent. 


Other local economists believe that the temporary increase in 
Thailand's savings rate is ascribable to luck (i.e., the one-time 
windfall of a decline in oil prices). They note that the 
savings/investment gap has been balanced more by a decline in 
investment than an increase in savings, and that the problems 
resulting from inadequate investment over several years have simply 
not yet become apparent. They believe that Thailand must use the 
breathing space offered by lower world petroleum prices to reduce 


wasteful expenditures in the public enterprise sector and improve 
domestic savings. 


Crucial among the problems they have identified for quick action is 
Thailand's budget deficit. Thailand's budget deficit in FY 1986 was 
52 billion baht ($2 billion), almost five percent of GDP. The fact 
that it was easily financed because of a peculiar situation in 
domestic credit markets is not viewed as important by these economic 
observers. They continue to believe that unless dissaving in the 
government sector can be reduced, Thailand will eventually be forced 


to slow down the pace of growth by the reemergence of a foreign debt 
problem. 





Banking Sector Problems Continue, but the 
Initial Shock When Difficulties Became 
Public Seems to be Wearing OFF 


The difficulties of another Thai Bank (Siam City Bank) have become 
public. This makes three Thai banks (i.e., Asia Trust -- also known 
as Sayam Bank, First Bangkok City Bank, and now Siam City Bank) 
which have suffered widely reported difficulties. Rumors have 
alluded to difficulties at other Thai banks, which have not yet 
become public knowledge. 


Siam City Bank's problems differed significantly from the other two 
Thai Banks whose problems became public. In each of the other two 
cases, malfeasance on the part of the bank's management was 

alleged. In the case of Siam City Bank, no criminal malfeasance was 
charged. Rather, the quality of Siam City Bank's portfolio 
deteriorated to such an extent over time that the Bank of Thailand 
was forced to ask its owners to replenish the bank's capital. 


When it was clear that the owners would be unable to make the 
Significant capital replenishment which the Bank of Thailand deemed 
necessary, the Bank of Thailand was forced to order a sharp 
reduction in the value of existing capital shares. This action 
itself did no more than force the owners to recognize the likely 
loan losses in the bank's portfolio. Efforts to find additional 
capital for the bank continue at this writing. 


In general, the Bank of Thailand's policy of protecting depositors 
and bona fide business partners of troubled Thai financial 
institutions has been welcomed by the market. The sense of intense 
nervousness which greeted the first revelations of banking sector 
difficulties in Thailand seemed to have lessened with each 
succeeding incident. While rumors continue to be a problem, in 
general both domestic and foreign business interests seem to be 
putting the difficulties of Thai banks into perspective. 


Implications for the United States 


It should be clear to readers of this report that the United States 
Embassy in Thailand believes Thailand is a good place to invest and 
a good place to sell. Over the next few years, Thailand's rate of 
economic growth is likely to be higher than the average of 
developing countries, indeed higher even than the average of 
developing countries in Asia. 


For many years, Thailand has not seemed to get the attention it 
deserved from large businesses in the United States. For example, 
in the construction sector, a major project to construct a new port 
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and export processing zone on Thailand's Eastern Seaboard (Laem Cha 
Bang) had no U.S. construction firms among those "Shortlisted" for 
the project. Similar examples exist in other business sectors. 


Obviously, during the last few years when the dollar has been strong 
and the Japanese active in what represents "next door" for then, 
U.S. companies might well have made the correct business judgment 
that Thailand was not for them. 


This situation has now changed. With the dollar and the yen at or 
near their current values, the U.S. is competitive for a wide range 
of goods and services which will be demanded at an above average 
rate in Thailand over the next few years. U.S. business should give 


Thailand a very careful look when it comes to export sales and 
investment. 


U.S. Best Prospects in Thailand 


The following industry sectors are identified as offering the best 
prospects for expanding exports of U.S. goods and service to 
Thailand during the period 1987-1988. They also coincide with the 


1987 Trade Promotion Events of the Foreign Commercial Service in 
Bangkok. 


Food Processing and Packaging Machinery. Sales of food processing 
and packaging machinery rose to $80 million in 1985 from 

$72 million in 1984. Industry sources forecast continued market 
expansion at about 20 percent a year through 1990. Rising Thai 
incomes and population are also boosting domestic consumption of 
quality food products and beverages. The exportation of processed 
food has become a means of adding value to Thailand's agricultural 
output. There is no known producer of advanced food processing 
equipment in Thailand. Imports provide all of the food processing 
equipment sold,in the country, and most of the food packaging 
machinery. However, there are some local producers of food 
packaging machinery, but not enough to meet all requirements. 


Computers and Peripherals. The total Thai market demand for 
computers and peripherals in Thailand in 1985 was valued at 

$142.2 million. US&FCS Bangkok estimates that the average annual 
real growth rate in computer sales over the next three years 
(1987-89) will be 20-30 percent, on a dollar value basis. However, 
at the micro end, Japanese IBM clones offer a formidable challenge. 


Medical Equipment and Supplies. Thailand's total market for medical 
equipment and supplies grew from $62 million in 1984 to $69 million 
in 1985, a growth of 11 percent. The market was estimated to be 


about $78 million at the end of 1986, representing further growth of 
13 percent. 
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Avionics and Ground Support Equipment. Thailand is entirely 
dependent on imports oF svTontes and ground support equipment. 
Total foreign purchase of such equipment have been about $50 to 
$60 million per year for the past three years. The annual growth 
rate from 1984 to 1986 has been about 18 percent. During this 
period, the U.S. sold about 18 percent of total market, with sales 
of $14.2 million per year. Japan and Italy had market shares of 
44 percent and five percent, respectively. The rest (33 percent) 
was held by Israel, Taiwan, Belgium, Germany, etc. 


Telecommunications Equipment. Thailand's total market for 
telecommunications equipment was $298 million in 1984, but dropped 
to $241 million in 1985. The decline was due to a 17 percent 
devaluation of the Thai baht in November 1984, which caused the 
landed cost of telecommunications equipment to rise beyond the 
budgets of various organizations. The market is estimated to be 
about $263 million in 1986. Average growth rate of the total market 
is estimated at five-seven percent a year for the period 1987-1989. 
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